ABSTRACT
INTRODUCTION
he McFadden Act of 1927 restricted interstate banking and branching in the U.S. The Riegle-Neal Banking and Branching Efficiency Act of 1994 removed these restrictions. This was expected to accelerate the trend toward consolidation which was already taking place in the U.S. banking industry.
In previous research, Matasar and Heiney (2002) studied the immediate effects of the deregulation instituted by Riegle Neal. Since Riegle-Neal was passed in 1994 and became fully effective in 1997, Matasar and Heiney examined data from 1990 to 1998 to capture the initial impact of the act by looking at the period from before the act was passed to immediately after the act became fully effective. This paper examines the changes in the level of employment and compensation in the U.S. banking industry during the continuing consolidation since RiegleNeal became fully effective. It presents information on the changes in employment and compensation in the U.S. banking industry to determine whether or not the trends observed in the immediate aftermath of Riegle-Neal have continued.
THE CAUSES AND CONSEQUENCES OF CONSOLIDATION IN THE BANKING INDUSTRY
Heiney (2008) examined consolidation and asset size distribution in the U.S. banking industry. That paper presented the following discussion of the causes and consequences of consolication. When Riegle-Neal eliminated the restrictions on interstate banking and branching activity, it was expected that newly available merger and acquisition opportunities across state lines would accelerate the consolidation among U.S. banks already underway. There were concerns regarding the resulting impact on the level of bank services and fees and on employment in the industry. Rose (1997) presents a thorough examination of the possible consequences of the increased consolidation resulting from increased interstate banking.
One reason to expect increased merger activity was the opportunity to take advantage of economies of scale. A merger can be a less costly way to achieve efficient asset size than internal expansion. Calem (1994) indicates that there are economies of scale in the banking industry up to an asset size of $75 million. Economies of scale seem to run out for banks with assets between $75 and $300 million. Beyond $300 million in assets, diseconomies of scale seem to set in.
Merger activity may also be a mechanism to replace inefficient management. Calomiris and Karceski (1998) ask, "Is the Bank Merger Wave of the 1990s Efficient?" The economic analysis of government regulation often argues that regulation has the effect of protecting less efficient firms from competition by more efficient firms.
T
Economides, Hubbard, and Palia (1996) present a political economy model in which it is argued that federal branching restrictions were designed to protect smaller, less efficient banks from larger, more efficient banks. Jayaratne and Strahan (1998) also examine the relationship between entry restrictions and efficiency for commercial banks.
It can also be argued that the interstate mergers newly allowed by Riegle-Neal provided an opportunity for banks to reduce risk through geographic diversification. The extent to which geographic diversification reduces risk for an institution depends on the correlation of economic conditions in different areas of the country. If economic conditions are very highly positively correlated across regions of the country, then geographic expansion through interstate banking and branching will not contribute significantly to the objective of risk reduction. Carlino and Sill (2000) find that the correlation coefficients for real per capita personal income across the regions of the U.S. are typically above 0.88. The far west region is an exception for which correlation coefficients with the other seven regions are between 0.20 and 0.32. Sherwood-Cali (1990) examines the economic stability of different regions of the country in terms of state industry diversification. She finds that the reduction of volatility due to industry diversification provides the opportunity of risk reduction through geographic expansion of financial institutions.
Smoluk, Andrews, and Voyer (2003) provide a methodology for examining the "potential benefits of risk reduction for financial institutions wishing to grow primarily through a strategy of geographic expansion." (p. 47) They find that "by strategically investing in different regions, a financial institution could reduce its potential earnings risk by over 58 percent while maintaining or improving potential profitability." (p. 48)
CONSOLIDATION IN THE U.S. BANKING INDUSTRY
The U.S. has a large number of banks relative to other western industrialized countries, even on a per capita basis or relative to GDP. The number of institutions in the U.S. banking industry held relatively constant at around 14,000 from 1935 to 1985. Just after this period the number of U.S. banks began a significant decline to under 8,000 in recent years. This decrease in the number of banks began with an unusually large number of bank failures in the mid 1980s. More recently, however, this continuing decrease in the number of U.S. banks has been largely due to mergers and acquisitions.
Consider this more recent period beginning in 1992. Table 1 
CONSOLIDATION AND EMPLOYMENT IN THE U.S. BANKING INDUSTRY
Among the concerns regarding the acceleration of consolidation in the U.S. banking industry which occurred since the mid 1980s was the affect of consolidation on the level of employment in the banking industry. With respect to the potential impact of consolidation on employment, Rose (1997) noted the concern that "(a)s the number of banks continues to fall, many bankers foresee a continuing shrinkage in the number of bank employees, especially with continuing advances in information and service delivery technology, which tend to expand the role of capital equipment, making those employees who do remain more productive." (Rose, 1997, p. 74) In their previous research on the initial impact of Riegle-Neal, Matasar and Heiney (2002) found that between 1996 and 1999, "(a)lthough the number of banking institutions decreased nationwide during this period by almost 10%, the number of full-time equivalent employees increased by almost 15%. This inverse relationship clearly demonstrates that consolidation in the banking industry immediately after passage of Riegle-Neal did not adversely effect employment in the industry nationwide." (Matasar and Heiney, 2002 , p. 52) Table 2 
CONSOLIDATION AND COMPENSATION IN THE U.S. BANKING INDUSTRY
While these data indicate that employment in the U.S. banking industry was increasing during this period of continuing consolidation, they do not fully address the effect on employees which depends also on their compensation. It could be that the increase in employment was accompanied by decreasing compensation. Matasar and Heiney (2002) found that for the period from immediately before to immediately after RiegleNeal became fully effective, i.e., 1996 to 1999, "(a)lthough the number of banks decreased by 10% and banking employment rose by almost 15%, the level of salary and compensation in the banking industry nationwide increased by almost 30%." (Matasar and Heiney, 2002, p. 56 ) This is an average of approximately 7.25% annually over that four year period. During that four year period inflation averaged 2.4% annually. Therefore, employees in the U.S. banking industry were, as a group, better off in real terms.
It would be possible to have increasing employment and increasing compensation at the industry level and still find individual employees worse off if employment were increasing more rapidly than compensation so that compensation per employee was decreasing. However, since for the period 1996 to 1999 employment increased by almost 15% and compensation increased by almost 30%, it is clear that average compensation for the individual employee increased. Therefore, it appears that employment and compensation continue to increase during this on-going period of consolidation in the U.S. banking industry.
CONCLUSION
This paper has extended previous research which studied the initial impact of the Riegle-Neal Act on consolidation, employment, and compensation in the U.S. banking industry by examining the period of time since this deregulation became fully effective to see if the immediate effects set in motion by the passage of the act have continued or moderated.
The data on the number of banking institutions indicate that the number of institutions continues to decrease. However, the rate at which the number of banks is decreasing has slowed since Riegle-Neal became fully effective.
Interestingly, while the number of banking institutions continues to decrease overall, the level of employment in the banking industry continues to increase. It is likely that the increased employment is related to the significant increase in the number of bank branches which has occurred as the number of banking institutions decreases.
Furthermore, compensation per employee in the U.S. banking industry continues to increase.
